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United States General Accounting Office
Washington, DC 20548

November 21, 2002

The Honorable Susan M. Collins

Ranking Minority Member

Permanent Subcommittee on Investigations
Committee on Governmental Affairs

United States Senate

Subject: Department of Education: Guaranteed Student Loan Program
Vulnerabilities '

Dear Senator Collins:

This report responds to your request and subsequent conversations with your staff,
that we investigate weaknesses in the Department of Education’s administration of
student loans for postsecondary education under the Federal Family Education Loan
(FFEL) Program.' Specifically, you asked that the Office of Special Investigations,
acting in an undercover capacity, examine weaknesses in Education’s procedures for
certifying foreign schools to participate in the FFEL Program and to determine
whether student loans can be obtained by fictitious students purportedly attending a
foreign school. We briefed your office on our investigative findings. This report
summarizes those findings and includes documents we referenced in that briefing.

As a result of our undercover investigation, we exposed vulnerabilities in Education’s
administration of the FFEL Program. With relative ease, we created Y'Hica Institute
for the Visual Arts, a fictitious graduate-level foreign school purportedly located in
London, England. After creating Y'Hica, we obtained certification from Education for
the school to participate in the FFEL Program. Finally, we sought and obtained
approval for student loans totaling $55,500 on behalf of three fictitious students
purportedly attending Y'Hica. After completing our investigation, we contacted
Education officials and briefed them about our findings. As set forth below, we are
making recommendations aimed at preventing fictitious foreign schools from
participating in the FFEL Program and preventing fictitious students from obtaining
student loans.

' The FFEL program is a loan program for postsecondary students that the government supports under
Title IV of the Higher Education Act. Previously, GAO identified vulnerabilities in the Guaranteed
Student Loan Program. (See U.S. General Accounting Office, High-Risk Series: Guaranteed Student
Loans, GAO/HR-93-2 (Washington, D.C.: December 1992), and High-Risk Series: Student Financial
Aid, GAO/HR-95-10 (Washington, D.C.: February 1995).
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We conducted our investigation from January 25, 2001, through May 8, 2002, in
accordance with investigative standards established by the President’s Council on
Integrity and Efficiency. To assist us in creating a foreign school and qualifying to
participate in the FFEL Program, we had numerous discussions, in an undercover
capacity, with Education’s Foreign Schools Team and reviewed the procedures that a
foreign school must follow. We then submitted false and counterfeit documentation
to support our application for institutional eligibility and certification to participate in
the FFEL Program. We also submitted false and counterfeit documentation in order
to obtain student loans for fictitious students.

Creating Y’Hica, a Fictitious Foreign School

Adhering to Education procedures, we successfully created Y'Hica Institute for the
Visual Arts, a fictitious foreign school purportedly located in London, England. We
first created a consulting firm called Weinstein & Associates to pose as Y'Hica’s U.S.
representative and the principal point of contact with Education. We also created
identities for the President of Y’Hica and the President and Executive Director of the
consulting firm. In addition, we created Web sites for Y’Hica and the consulting firm
as well as telephone numbers and addresses for Y’Hica and the consulting firm.
Finally, we obtained an international Dun and Bradstreet number and an Education
personal identification number (PIN) on behalf of Y'Hica. Education then recognized
that Y'Hica could apply to participate in the FFEL Program.

Obtaining Approval for Participation in the FFEL Program

Subsequently, we created and provided Education with documents that are required
for approval to participate in the FFEL Program. Specifically, we provided the
following counterfeit documents on behalf of Y'Hica: (1) a school catalog
purportedly describing Y'Hica’s mission (a cover page of which is reprinted in enc. I),
(2) certified financial statements of Y’Hica for fiscal years 1998 and 1999, signed by a
fictional accountant residing at a fictional address in London, (3) a letter indicating
that John Moores University—an education entity in the United Kingdom-—validated
Y’Hica’s academic program, and (4) a letter from educational authorities in the United
Kingdom stating that Y'Hica is a nonprofit institution with degree-granting authority.
In response to requests from Education for additional information to complete the
FFEL application, we created false documentation indicating that Web sites of the
British Department for Education annd Employment and the Charity Commission for
England and Wales recognize Y'Hica as a nonprofit, postsecondary institution. Based
on these documents, Education certified Y’Hica to participate in the FFEL Program.

Obtaining Student Loans for Fictitious Students under the FFEL Program

After requesting and obtaining a federal school code from Education, we created
identities, addresses, and telephone numbers for three students, one of which was
Susan M. Collins, purportedly attending Y'Hica. We also accessed Education’s Free
Application for Federal Student Aid Web site and completed PIN applications for
each of the students. Upon receipt of PINs for the fictitious students, we completed
on-line financial aid applications on their behalf. After obtaining Student Aid Reports
from Education establishing financial aid eligibility and authorization to proceed with
the student loan application process, we submitted student loan applications to three
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lenders on behalf of Ms. Collins and the other two purported students. Nellie Mae
Student Lending, Inc. and Sallie Mae Servicing Corporation, acting as the guarantor
for Nellie Mae, sent letters to the students (an example of which is reprinted in

enc. II) advising them that their student loans had been approved for $18,500 each
(totaling $ 55,500).> However, Bank of America, the third lender, did not approve the
loans.

Recommendation for Executive Action

We recommend that the Secretary of Education implement a verification process to
ensure that a foreign school applying to participate in the FFEL Program actually
exists and is recognized by an appropriate educational entity. Specifically, we
recommend that Education enter into a relationship with an organization such as the
Department of State, which would verify the existence of a foreign school that
applies for certification to participate in the FFEL Program through site visits to the
school and verification of its accreditation by local educational authorities. In
addition, we recommend that the Secretary of Education review the process for
certifying student loans and develop controls to prevent fictitious students from
obtaining student loans.

Agency Comments

We provided a briefing to administrators of Education’s Foreign Schools Team who
agreed that our investigation disclosed weaknesses in connection with the
certification of foreign schools seeking participation in the FFEL Program. Asa
result, Education advised us that it has taken actions based on our recommendation.
In this regard, the Foreign Schools Team has developed a list of education ministries
in each country in which certified foreign schools purportedly exist and has verified
that each school properly received certification to participate in the FFEL Program.
In addition, the team has implemented a procedure by which its staff is responsible
for contacting the respective education ministry each time a school applies for
certification or recertification to ensure that the school exists and has been
recognized by the appropriate educational entity as a nonprofit, degree-granting
institution. The Foreign Service Team also advised us that there are other actions
that it plans to take based on our investigative findings and recommendation. Those
actions include, among others, (1) revising the internal certification checklist so that
the source of the validation is noted and (2) providing technical assistance to foreign
schools on financial aid requirements, such as certifying loan applications, ensuring
students are accepted for enrollment prior to disbursement, and reporting enrollment
status updates.

As arranged with your office, unless you announce its contents earlier, we plan no
further distribution of this report until 30 days after its date. At that time, we will
send copies of this report to the Secretary of Education and interested congressional

? We contacted the financial institutions to explain that we had applied for the loans as a part of our
investigation and requested that the financial institutions stop payment on the disbursement checks.
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committees. The report will also be available at no charge on the GAO Web site at
http:/www.gao.gov. If you have questions about the investigation, please contact
Acting Assistant Director Andrew O’Connell at (202) 512-7449 or Senior Special Agent
Robyn D. Stewart at (202) 512-7475.

Sincerely yours, _
Robert J. Cramer
Managing Director

Office of Special Investigations

Enclosures
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Enclosure I

Postgraduate Art and Design

http://wWw.yhicainstitute.co;\uk

Academic Year 2000/2001
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Enclosure II

conrs D-l-‘l.l.l o . m u’ nﬁ‘At nmm

o
1 Talr e (a88) 272-53A8

SUSAN N COLLIES ACCOUNT NvaER: $07- 08931851
4201 WILSOW NMAD

110 317

ARLINGTON VA 22203-1859

IIIIlIllll'lIIl’mﬂtl“”Inih“‘I Iulll"!‘lu

Dear SUSAN R . COLLINE. o .02/19/02

Congrstulstions. We are disbursing the funds for your Foderal Family

Education Loan sccording -to the accompanying: disclosure statement.

Pleage allow time for 'the funds to be made ovnhhh‘u you et the -

scbool .

Remenber that this is e loan that must be repaid. Make sure you have

investigatadl all othar. Options for financisl aid such.ss grants and

scholsrshiiph Hefers yum accept these funds. The accempanying Plain

Langquage Disclosurs describes your key rights and reeponsibilities. —
A comprehensive list is included-in your Halta' anusory Note and

Rights and Responsibilities statement.

To sssist you in estimating your repayment amount, we sre providing s
chart entitled "Repayimg By Loans”, or you may use the repayment
calculators festurad et wwv.ssiliemse.com. You can also check the
status of your loans.

We wish you the best as you continue your aduat.ion. o
Loan Origination Department
Enclosure: Interim Disclosure Statesent

Plain Language Disclosure
Loan Repayment Estimate Chart

QUMI3153106269596
]
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Enclosure II

kil ey ¥ELLIZ MAE, TNBC AS TRUSTEE

(0E8) 2Z7T2-55A3
Fesorel DOArin Biscissars Siztoment Thie ia & loan that must be repald
Thin disclonwe sasement identifive for yos the parnouier tarms of year loan. [aws and regulations governmg the program may

havwe changed snos WWMMG_FMWMM Mwamu-
d&wﬁm‘mmmmdh-ﬂmm of your loan.

Dawx 02/19/02 Schoot Y°MICA INST FOR THE VISUAL ARTS
Account Number: $87- 62- 3148 - 1 Astrcipated Graduaton Damc $6/38/94
Borrower Name: SUSAN B COLLDDES Gracs Panod: & pwonths

Grudemt Naene S48 R CRLTR Rapayomnt Begin Dete: 12/81/83

Suxi {RN: $07482-5248-1 Por PLIE o, vt pgunens 5 dhun s fnad didiopmemens.

Drtwrest Rase: 6. 390 Lexcler: MOLLIE RAE, FIBC AS TESTEE

Fov Sufiord onas the lnsarast vuge 0 varsedls and & bagod an $he hand aqwteaint Lander ED Code 829076
"lﬂ“hﬂ“~,~.~l,‘:r

oo 4.0% dertng Sa-ashesi, g
e ST e
0. piw AP, The cati vl 20w ousand P04

M%mw-n.m chck o tudl at thw echomd, and meu
Dwa if you do ot wam Nends, db Ao endorse s check(r), lnat resem b1 © us bnmediately (of have the schoot o
0s), If your funds are ZMwﬂmthmM Ywnndﬂmmmw
ascoount i the school and swmm 2 0 you for any remammg balance on your loan. I/ you do A0l waat yowr Anuds, u —
or poser school Suwmad saly.
LOAN SCHEDULED PRINCIPAL ORICINATION GUARANTER NET ‘
PROORAM DISBURSEMBNT LOAN FEE™ . FEB*™ DISBURBEMENT o
DATR* AMOUNT . AMOUNT X
STAF ~UeD @172 ¢ 9,558.08 s 277.50 L s 9,972.50
[ 27 74 ¢ 9,258.00 277.%9 9,972.58
TOTAL 0 18,500.0¢ o B55.¢00 L] -0 017,945, 00

* Dates are eyitmated and subject to youtr conttrwnd eigiNAy. Interest beging to aocrue on PLUSmdunanJSqa‘md
loans om the Asbursement dats.
% Feex Aave been subiractad from your principal loam amownt.

Unsubsidized Interast Paymonts

The estimated interest that wifl sccrue each quarter an your unsubsidzed Stafford loans is tisted below. All unpaid interest will be
capitatized (added to principal) when you bagin repayment lfyw-hmputhmnmwrmmmﬂmmlynumhawm
check, BE YT TR 0N e memd Tiné, Bad 960 15 owr payimel addresk:

/3102 o 85.97 ’ PO BOX 4760
%/30/02 § 167.90 WILKES-BARTE ra 18773-478¢
.

Total Comnlative Beit

The information below lists your cumulative Federal sulrotd (mh-ﬁed and unsubsidized), SLS and PLUS Iou\ debt, inchating

if you would Ebs 1o recelve quarterly Inserest motices, pleas call ws.

the total principal loan amount listed above and the J on apy p foans. This only the loans
owned by us and cerviced by Sallie Mae Servicing Corporation. Tt does not inciude amounts you may owe through other lending
institutions.
LOAN PROGRAM PRINCIPAL LOAN AMOUNT
STAFFORD - SUBSIDIZED [ N _J -
STAFFORD - UNSUBSIDIZED L] 18,500.98
SLs L4 "
PLUS L "
[ ]

TOTAL ¢ 15,500.08

PLEASE SEE THE FOLLOWING PAGE FOR IMPORTANT INFORMATION ABOUT YOUR LOAN

DO23135108389593
|

(601088)
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